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1301 Fifth Avenue, Suite 3800 

Seattle, Washington 98101-2605 
Telephone:  (206) 504-5569 

Fax:  (206) 682-1295 
Email:  will.fox@milliman.com 

October 21, 2004 
 
Carolyn Adams 
Washington Dept. of Social & Health Services 
Medical Assistance Administration 
Division of Management and Budget Services 
P.O. Box 45510 
Olympia, WA  98504-5510 
 
Re: OPPS Impact Analysis – Final 
 
Dear Carolyn: 
 
Per your request, Milliman, Inc. (Milliman) has worked with Washington DSHS – Medical 
Assistance Administration (MAA) personnel to assess the impact of the outpatient hospital 
prospective payment system (OPPS) implementation on various stakeholders and estimate the 
revenue neutral Medicaid conversion factor.  We understand that MAA will use this analysis 
for internal and external communications. 
 
This program and output were prepared for internal use by Washington DSHS – Medical 
Assistance Administration and may not be released to others without prior written consent 
from Milliman, Inc.  We understand that this letter will be shared with the hospitals in the 
Washington State Hospital Association.  The estimates included in this letter cannot and do 
not consider every variation from the key assumptions and the effect of variations on the 
results.   
 
Background 

For a variety of reasons, MAA is implementing an OPPS, effective November 1, 2004.  This 
OPPS will be based on the Medicare OPPS with an adjustment factor (conversion factor), so 
that the amounts paid to providers in aggregate would initially be approximately equal to the 
current system of payment. 
 
Since this project was started in late 2003/early 2004, it was decided that CY 2002 paid 
claims would be used as the underlying data evaluation source.  The 2002 claims were re-
priced to 2003 MAA allowed amounts using fee schedules and Ratio of Cost to Charges 
(RCCs) to reflect current payment policies and rates.  The 2002 billed charges were trended to 
2003.  This re-pricing was performed by MAA personnel and was relied upon by Milliman.  
We understand that this process was outlined and presented to the Washington State Hospital 
Association on June 22, 2004. 
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High Level Results 

We estimate that for the claims reviewed, paying 86.8% of 2003 Medicare would result in the 
same revenue to providers as the 2003 MAA allowed amounts, as estimated by MAA.   
 
Methodology and Detailed Results 

MAA supplied Milliman with a 2002 claims file for all OPPS eligible facilities, with 
estimated MAA 2003 allowed amounts and an initial pass OPPS payment (using the L&I 
OPPS system).  Milliman then worked with MAA to review the OPPS payments to ensure 
that the allowed amounts were consistent with the way MAA intends to pay claims beginning 
November 1, 2004.  We identified a number of claims that did not process as intended by 
MAA in the L&I grouper.  We discussed these claims with MAA and made appropriate 
adjustments to the 2003 OPPS estimates. 
 
A number of claims were excluded from the final comparison of 2003 OPPS to 2003 MAA, 
due to inadequate information to re-price the claim for either OPPS or MAA.  This was 
generally due to obsolete (deleted) procedure codes and missing procedure codes.  Exhibit 1 
summarizes the claims submitted, the exclusions, the adjustments, and sub-totals that we were 
able to make the final comparison on.  The bottom of Exhibit 1 lists the major adjustments 
that were made to the 2003 OPPS payments. 
 
Exhibit 2 presents the conversion factor calculation.  Notice that the “OPPS 2003 with CF” 
column totals to the same MAA 2003 paid amounts.  This says that paying 86.8% of 2003 
Medicare for the APC claims included in our analysis would result in the same overall 
payment to providers. 
 
Exhibit 3 includes five tables with a presentation of the impact by provider, by county, by 
MSA, by size of facility, and the distribution of facilities by size and impact.  These exhibits 
are helpful when assessing the re-distribution of revenue.  It appears that the winners and 
losers are fairly evenly distributed by size and region.  Since the current MAA payment 
system is based on cost, high cost providers will receive less money under OPPS and low cost 
providers will receive an increase.  The OPPS program is intended to be revenue neutral in 
aggregate, but not revenue neutral to each provider.  While the OPPS methodology is not 
intended to be revenue neutral for each provider, it will be more equitable since it uses a 
common fee schedule for all providers regardless of cost. 
 
OPPS Assumptions for MAA 
At this time, the final MAA OPPS payment system is still being configured.  Therefore, we 
were not able to test the results using the actual system that will be used starting November 1, 
2004.  We did work with MAA to make payment assumptions in the analysis that are 
consistent with the way claims will be paid. 
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A brief summary of the OPPS assumptions used: 
 

1. All procedures with an APC allowed amount used the APC amount. 
2. Non-APC procedures will be paid using existing MAA fee schedules or paid percent 

of charges. 
3. Procedures that are not covered by Medicare, but are covered by MAA will continue 

to be paid using MAA payment methodologies 
4. Claims edits were not used with the exception of maximum procedure limits and 

multiple procedure discounting. 
 
Impact of Exclusions 
Over 80% of the claims were included in the analysis.  Based on our review of the excluded 
claims, we believe that if they were coded correctly and included in the analysis that would 
not materially change the conversion factor.  If the excluded claims are biased toward claims 
that Medicare pays significantly higher or lower from the amount that MAA pays, then that 
could bias the conversion factor higher or lower. 
 
Healthy Options Estimated Impact 
Using the encounter data submitted by Healthy Options contractors, we do not have actual 
paid amounts to compare to Medicare OPPS.  We have reviewed the FFS ratio of MAA to 
OPPS by age to assess the impact, Exhibit 4 shows the results. 
 
Consideration of the 24-Hour Rule Change 
MAA has recently changed the rule that claims under 24 hours must be outpatient and claims 
over 24 hours must be inpatient to follow standard industry practices to define inpatient and 
outpatient claims.  MAA identified 598 claims that were coded inpatient but should be 
outpatient for our analysis.  Unfortunately there was no CPT detail and we were not able to 
re-price them under OPPS.  Given that these are approximately 0.1% of the total claims we do 
not believe that they would materially affect the results. 
 
MAA identified 175 claims that were paid outpatient and would be inpatient under current 
rules.  These inpatient claims were all excluded from the conversion factor analysis. 
 
Projection to 2004 
The analysis was performed comparing 2003 MAA payments to 2003 Medicare OPPS.  
Assuming that the 2004 MAA payment would reflect a “cost” increase for the providers and 
the Medicare increase from 2003 to 2004 for OPPS accounts for cost increases, then using 
86.8% of 2004 Medicare will approximate 2004 MAA. 
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Data Reliance 

For this analysis, we relied on data provided to us by Cynthia Smith of MAA.  We have not 
audited this data, however, we have reviewed it for reasonableness.  If the underlying data or 
information is inaccurate or incomplete, the results of our analysis may likewise be inaccurate 
or incomplete. 
 
Variability of Results 

Our projected estimates are not predictions of the future; they are only projections based on 
the assumptions.  If the underlying data or assumptions are incorrect, then the estimates will 
be incorrect.  The actual future OPPS costs will vary from our estimates and the emerging 
results should be carefully monitored with assumptions adjusted as appropriate. 
 
Please call me at (206) 504-5569 or Tim Barclay (206) 504-5603 if you have any questions.  
Thank you for the opportunity to assist MAA.  
 
Sincerely, 
 
 
 
Will Fox, FSA, MAAA 
Principal & Consulting Actuary 
 
/amd 
Enclosures 
 
cc:  Cynthia Smith 

Tim Barclay 



Exhibit 1
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

Claims Analysis Summary

Adjusted
Description Claims Lines MAA 2003 OPPS 2003

Original Claim Set 569,122  2,088,509  NA NA

Exclusions
Total 133,421            571,394               NA NA

Used 435,701            1,517,115            $75,505,607 $85,532,081

Adjustments
Zeros Adjusted Up 161,006            220,790               $15,468,960 $20,877,980

Fees Adjusted to Zero 920                   1,931                   $84,858 $0

Max Units Adjustment 65,890              242,518               $17,624,756 $3,496,799

Other
  APC/Bundled 135,932            474,799               $34,452,166 $53,282,435
  Fee/Pct 71,953              577,077               $7,874,867 $7,874,867

Adjusted Claim Set 435,701  1,517,115  $75,505,607 $85,532,081

Claims progress 20041019a.xls:[Summary]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 2
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

Budget Neutral Conversion Factor Calculation

Allowed Amount
HCPCS Conversion OPPS 2003
OPPS Category MAA 2003 OPPS 2003 Factor with CF

No HCPCS 17,416,277  2,051,562  
APC 48,234,390  73,625,579  
FEE $9,746,090 $9,746,090 $9,746,090
PCT 108,849  108,849  108,849  
APC & Bundled 65,650,668  75,677,142  0.868        65,650,668  

Total $75,505,607 $85,532,081 $75,505,607

Claims progress 20041019a.xls:[CF]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3a
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by Provider - Single APC Conversion Factor

OPPS to MAA
Provider State County MSA Ratio

KADLEC HOSPITAL WA BENTON 6740 0.74   
KENNEWICK GENERAL HOSPITAL WA BENTON 6740 0.88   
CENTRAL WASHINGTON HOSPITAL WA CHELAN WA 0.99   
WENATCHEE VALLEY HOSPITAL WA CHELAN WA 1.34   
SOUTHWEST WASHINGTON MED CTR WA CLARK 6440 1.10   
ST JOHNS HOSPITAL WA COWLITZ WA 1.04   
OUR LADY OF LOURDES WA FRANKLIN 6740 0.93   
GRAYS HARBOR COMMUNITY WA GRAYS HARBOR WA 0.90   
AUBURN REGIONAL MEDICAL CTR INC WA KING 7600 1.20   
ENUMCLAW COMMUNITY HOSPITAL WA KING 7600 0.96   
EVERGREEN HOSPITAL MEDICAL CTR WA KING 7600 1.02   
GROUP HEALTH COOP - PUGET SOUND WA KING 7600 1.23   
HARBORVIEW SPECIAL OH WA KING 7600 0.93   
HIGHLINE COMMUNITY HOSPITAL WA KING 7600 1.19   
NORTHWEST HOSPITAL WA KING 7600 0.97   
OVERLAKE HOSPITAL MEDICAL CNTR WA KING 7600 1.06   
ST FRANCIS COMMUNITY HOSPITAL WA KING 7600 0.91   
SWEDISH HOSP MED CENTER WA KING 7600 0.86   
SWEDISH MEDICAL CNTR-PROVIDENCE WA KING 7600 0.99   
UNIV OF WASHINGTON MEDICAL CTR WA KING 7600 1.14   
VALLEY MEDICAL CENTER WA KING 7600 0.92   
VIRGINIA MASON HOSPITAL WA KING 7600 0.97   
HARRISON MEMORIAL HOSPITAL WA KITSAP 1150 0.97   
MASON GENERAL HOSPITAL WA MASON WA 0.94   
GOOD SAMARITAN HOSPITAL CENTER WA PIERCE 8200 1.01   
ST CLARE HOSPITAL WA PIERCE 8200 1.03   
ST JOSEPH HOSPITAL & HLTH CARE WA PIERCE 8200 0.83   
TACOMA GENERAL HOSPITAL WA PIERCE 8200 0.85   
PUBLIC HOSP DIST#1 SKAGIT CO WA SKAGIT WA 1.29   
SKAGIT CO HOSPITAL DISTRICT #2 WA SKAGIT WA 1.19   
CASCADE VALLEY HOSPITAL WA SNOHOMISH 7600 1.10   
PROVIDENCE GENERAL MEDICAL CTR WA SNOHOMISH 7600 1.15   
STEVENS MEMORIAL HOSPITAL WA SNOHOMISH 7600 1.14   
VALLEY GENERAL HOSPITAL WA SNOHOMISH 7600 1.22   
DEACONESS HOSP - SPOKANE WA SPOKANE 7840 1.10   
HOLY FAMILY HOSPITAL WA SPOKANE 7840 0.93   

Claims progress 20041019a.xls:[Provider]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3a
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by Provider - Single APC Conversion Factor

OPPS to MAA
Provider State County MSA Ratio

SACRED HEART MEDICAL CENTER WA SPOKANE 7840 0.93   
VALLEY HOSPITAL & MEDICAL CTR WA SPOKANE 7840 1.15   
COLUMBIA CAPITAL MEDICAL CENTER WA THURSTON 5910 1.07   
ST PETER HOSPITAL       (DE) WA THURSTON 5910 0.97   
ST MARY MEDICAL CENTER WA WALLA WALLA WA 1.15   
WALLA WALLA GENERAL HOSPITAL WA WALLA WALLA WA 1.10   
ST JOSEPH HOSPITAL WA WHATCOM 0860 1.13   
PROVIDENCE YAKIMA MEDICAL CNTR WA YAKIMA 9260 1.09   
YAKIMA VALLEY MEMORIAL HOSPITAL WA YAKIMA 9260 0.92   
PROVIDENCE CENTRAL MEM HOSPITAL WA YAKIMA 9260 1.18   
EMANUEL HOSPITAL OR MULTNOMAH 6440 0.94   
GOOD SAMARITAN HOSPITAL OR MULTNOMAH 6440 1.06   
OREGON HEALTH SCIENCES UNIV OR MULTNOMAH 6440 0.88   
PORTLAND ADVENTIST MED CENTER OR MULTNOMAH 6440 0.95   
PROVIDENCE MEDICAL CENTER (NC) OR MULTNOMAH 6440 0.95   
ST VINCENT HOSPITAL  (NC) OR WASHINGTON 6440 0.82   
KOOTENAI MEDICAL CENTER (NC) ID KOOTENAI ID 1.13   
ST JOSEPH HOSPITAL  INC ID NEZ PERCE ID 0.96   

Total 1.00   

Claims progress 20041019a.xls:[Provider]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3b
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by County - Single APC Conversion Factor

Allowed Amount
Provider OPPS 2003 OPPS to MAA

County State Count MAA 2003 with CF Ratio

BENTON WA 2  $3,043,135 $2,487,350 0.82   
CHELAN WA 2  939,822  1,004,653  1.07   
CLARK WA 1  2,493,186  2,747,596  1.10   
COWLITZ WA 1  2,172,166  2,250,997  1.04   
FRANKLIN WA 1  893,918  834,528  0.93   
GRAYS HARBOR WA 1  2,009,745  1,815,971  0.90   
KING WA 15  24,037,890  23,751,432  0.99   
KITSAP WA 1  1,216,462  1,174,330  0.97   
MASON WA 1  555,163  522,593  0.94   
PIERCE WA 4  11,653,873  10,332,205  0.89   
SKAGIT WA 2  1,407,687  1,801,354  1.28   
SNOHOMISH WA 4  8,605,008  9,862,416  1.15   
SPOKANE WA 4  4,322,530  4,312,960  1.00   
THURSTON WA 2  3,757,118  3,734,060  0.99   
WALLA WALLA WA 2  687,273  780,421  1.14   
WHATCOM WA 1  2,255,881  2,558,694  1.13   
YAKIMA WA 3  4,403,059  4,548,613  1.03   
MULTNOMAH OR 5  660,850  617,503  0.93   
WASHINGTON OR 1  60,147  49,152  0.82   
KOOTENAI ID 1  9,645  10,933  1.13   
NEZ PERCE ID 1  321,051  307,845  0.96   

Total 55  $75,505,607 $75,505,607 1.00   

Claims progress 20041019a.xls:[County]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3c
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by MSA - Single APC Conversion Factor

Allowed Amount
Provider OPPS 2003 OPPS to MAA

Description MSA Count MAA 2003 with CF Ratio

WHATCOM 0860 1  $2,255,881 $2,558,694 1.13   
KITSAP 1150 1  1,216,462  1,174,330  0.97   
THURSTON 5910 2  3,757,118  3,734,060  0.99   
Port-Van 6440 7  3,214,183  3,414,251  1.06   
Tri-Cities 6740 3  3,937,053  3,321,878  0.84   
SNO-KING 7600 19  32,642,897  33,613,848  1.03   
SPOKANE 7840 4  4,322,530  4,312,960  1.00   
PIERCE 8200 4  11,653,873  10,332,205  0.89   
YAKIMA 9260 3  4,403,059  4,548,613  1.03   
Rural WA 9  7,771,855  8,175,989  1.05   
Rural ID 2  330,696  318,778  0.96   

Total 55  $75,505,607 $75,505,607 1.00   

Claims progress 20041019a.xls:[MSA]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3d
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by Aggregate Allowed Amount - Single APC Conversion Factor

Allowed Amount
Provider OPPS 2003 OPPS to MAA

Aggregate MAA Allowed Range Count MAA 2003 with CF Ratio

0 - 250,000 11  $1,319,933 $1,460,592 1.11   
250,000 - 500,000 6  2,141,034  2,255,735  1.05   
500,000 - 1,000,000 11  9,147,646  9,644,991  1.05   

1,000,000 - 1,500,000 7  9,172,573  9,275,119  1.01   
1,500,000 - 2,000,000 7  12,400,405  12,614,607  1.02   
2,000,000 + 13  41,324,016  40,254,562  0.97   

Total 55  $75,505,607 $75,505,607 1.00   

Claims progress 20041019a.xls:[Charge Level]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 3e
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

Provider Count by OPPS to MAA Ratio and Aggregate Allowed Amount

Aggregate MAA Allowed Range

OPPS to MAA 250,000 - 500,000 - 1,000,000 - 1,500,000 - 
Ratio <250,000 500,000 1,000,000 1,500,000 2,000,000 2,000,000+ Total

< 0.85 1 0 0 1 0 2 4
0.85 - 0.90 2 0 0 0 1 1 4
0.90 - 0.95 1 1 3 1 1 4 11
0.95 - 1.00 1 2 2 1 2 1 9
1.00 - 1.05 0 0 1 1 1 1 4
1.05 - 1.10 2 1 1 2 0 0 6
1.10 - 1.15 1 0 1 0 1 4 7
1.15 + 3 2 3 1 1 0 10

Total 11 6 11 7 7 13 55

Claims progress 20041019a.xls:[Ratio]
10/21/2004,4:00 PM
JTN Milliman



Exhibit 4
Washington State DSHS - MAA

MAA to OPPS Payment Comparison
2003 Payment Methods Applied to CY 2002 Claims

by Age - Single APC Conversion Factor

Allowed Amount
OPPS 2003 OPPS to MAA HO 

Age Band MAA 2003 with CF Ratio Billed

<18 $12,408,974 $12,601,522 1.016   $85,791,767
18-35 23,167,187  24,177,578  1.044   76,580,031         
36-64 36,848,999  35,741,053  0.970   28,471,970         

65+ 3,080,447  2,985,454  0.969   10,386                

Total $75,505,607 $75,505,607 1.000   $190,854,154

Using HO Distribution 1.020   

Claims progress 20041019a.xls:[Age]
10/21/2004,4:00 PM
JTN Milliman
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